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ЕКОНОМИКА introduction
According to the Strategic Groups Theory, strategic group is a group of corporations that make similar decisions in key areas (Koller, 2001) , reflected in the similar values of strategic variables, distinguishing the groups with high and low performance -high / low performance groups. That means banks that are located in the same strategic group have similar patterns of response to changes in external factors (for eg. regulatory changes). The strategic groups can be differentiated according to their key resources and market characteristics, distinguishing clusters based on bank resources and clusters based on market characteristics. In terms of lower levels of market development (shallow financial markets) banks can be classified into clusters according to the structure of resources.
Profound changes in the banking sector are no longer optional, especially in the case of the low performance group of banks. The strengthening of the capacity for delivering strategic changes is basic precondition for sustainable development in the banking industry. Furthermore, as a result of the Great Financial Crisis of 2008 the world leading banking experts promoted the access point-analysis of banking risks through analysis of banking business models as a risks source in the context of financial globalization. This is the major theoretical standpoint of this research. The study elaborates the question in the case of Macedonia in order to set the foundations of a modern structural analysis of the banking system on the path to higher levels of financial integration and development.
The Macedonian banking system includes fifteen commercial banks in it. Eleven banks are predominantly foreign-owned, of which seven are part of banking groups. For the consideration of the business models, it is important to mention that the Macedonian banks are operated as universal banks, according to the types of registered activities. The list of activities varies from bank to bank. The statistical requirements of the Central Bank divide the banking activities in the following segments: population, non-financial sector, financial institutions and state.
The world practice divides banks in three business models by their major activities: retail banking, wholesale banking and investment banking. Otherwise, according to the current legislation in Macedonia there is no commonly accepted basic criterion for distinguishing (segmentation) of banking activities between retail banking and wholesale banking. Some banks according to the internal and the banking group's policies make such distinctions, and such data is available in the Annual Reports of banks under IFRS in the section "Reporting by Operative Segments" in terms of the financial result as well as the separation of assets and liabilities section.
Some banks in the area of retail banking activities include banking operations with individuals, while others except for the individuals here include operations with SMEs. The wholesale banking terminology is not widely used by the Macedonian banks and is subject to miss-use. Some banks have equated it with the commercial banking, corporate banking, while some of the banks include only activities with large clients (institutional clients, large corporations and state) within the wholesale banking segment. The conclusions delivered from the banking statements analysis is that the sectorial division of banking activities in Macedonia is not harmonized with the international standards, especially in the case of the local banks. The investment banking activities have minor participation within Macedonian banking system, usually offered on the margines of the commercial bank's offer of banking products.
Generally speaking, the business model of the Macedonian banks is labeled as traditional -featuring a simple structure of traditional deposit and credit activities and minor representation of activities in the field of investment banking, primarily as a result of the demand for traditional banking products. The level of accuracy of the terminology is not sufficiently supportive to the financial development context of the Macedonian banks.
A comparative approach to the analysis of the structure of the Macedonian banking system against the European banking system indicates relatively shallow banking market in terms of its rich array of banking institutions operating in the EU, which implies differentiation of business models, legal forms and ownership structures. The key variables taken to identify the main business models in the EU are: the size of the banks, sources of funds, as well as exposure to foreign entities.
For the purposes of this study various phenomena, processes, conditions and structures have been analysed that are present in the world practice and literature, thereafter similarities and differences are identified, being present in the case of Macedonia in the context of the processes of the financial globalization. Given the fact that the survey is the first of its kind in the case of the Macedonian banking system, first the case was tentatively analyzed in order to create a preliminary model that is meeting the needs of the study. Subsequently the econometric models used in referring researches on regional and global level were analyzed (Ayadi, R et all, 2011) . The world research practis in this field varies according to the number of analyzed banks and the number of variables observed in samples, but the coverage of variables on financial performance is constant within the majority of studies (Altunbas at al.,2011). According to recent relevant researches it is confirmed that the business model significantly affects the financial performance and risk exposure of banks. Analogously, by comparing financial performance we can successfully determine the banks linkage with similar banking business models and risk profiles. The following financial variables are chosen as conceptually significant variables that are further analyzed in the case study: the financial indicators of funds structure (Diamond, 1984) , structure of liabilities (Gatev et al, 2009 ), liquidity, profitability (Beck T. et al., 2013) , efficiency and capital adequacy (Le Leslé and Avramova, 2012) . Indicators on the ownership structure are not taken into account due to the dominance of private capital into the banking system in Macedonia. Also indicators of the revenue structure are not included because of the dominance of interest income in all banks. The selected eight key indicators for individual banking institutions are analyzed for a period of four years. Relevant data is used from the statistics of the Central bank, commercial banks, as well as statistical data from other relevant international financial institutions (BIS, ECB, WB, IMF etc) and the corresponding literature by famous experts and banking scholars.
Identification of banking business models in the macedonian banking sector
Explanation of the results of the cluster analysis
Based on the analysis of selected quantitative indicators the division of a cluster of large, medium and small banks is reviewed and chosen as the most adequate. For its financial performance, the cluster of large banks determines the average values in the entire sample, concluded from the values of the variance. The cluster of small banks has lower performance in terms of profitability and particularly affects the determination of the marginal value of the intervals. With the improvement of their performance comes to reducing the coefficient of variation of individual variables. Small and medium-sized banks show similar trends and ЕКОНОМИКА performance, especially regarding the operating expenses relative to total assets, amount of deposits in relation to total liabilities etc. It must also be noted the tendency for reduction of deposits in the case of small banks due to the need of cutting expenditures in conditions of limited opportunities for placing additional assets (risks in the real sector, restrictive credit policies, etc). The large banks cluster does not perform this tendency (if the variables are considered as relative indicators). Large banks due to large amounts of deposits might face with dual problems: expensive uncompetitive credit products or lower financial results. We must emphasize that this situation could be theoretically differentiated depending whether the bank is a local bank or a part of an international banking group (local banks availability of alternative sources is smaller and their dependence on the amount of mobilized deposits is relatively stronger). In such circumstances, banks that are part of the banking group have a competitive advantage if they receive an inflow of capital by the parent bank. Some mediumsized banks still stand out in terms of the variable which represents the ratio between loans and deposits, which reflects the expansive credit policy of the certain banks.
The previous interpretation of the similarities in the financial performance of the commercial banks is confirmed by the results of the statistical analysis carried out in the program Statistica. Due to the relatively small number of observations, as the most appropriate was selected the agglomerative hierarchical cluster analysis method, i.e all banks at the beginning of the statistical analysis are considered belonging to a single cluster. In the subsequent steps by a complete linkage method the distance values of the variables in the observed banks is examined, by analysis of the maximum distance between two entities analyzed within a cluster. The distance between the analyzed entities is measured and expressed in standard Euclidean distance (Kruskal, J.b. and Wish, M., 1978, Mergaerts, F. and Vander Vennet, R., 2016) . The econometric procedure is consisted of five steps of grouping of the observed banks in clusters. In the first step nine banks clusters are differentiated, with particular distinction of the similarity of the strategies of two major banks (bank 2 and 3). In the second step six clusters are formed, including all the three major banks (bank 1, 2, 3) into same cluster. Finally, all banks form two clusters 1 . The optimal number of clusters is determined at the point of clustering where the biggest jump is registered in the mutual distance between two subsequent steps of the clustering procedure. The Dendrogram display confirms the existence of three bank clusters of large, medium and small banks. The clusters of large and medium banks recorded significant distinction relative to the cluster of small banks, identified as low performance cluster for future consideration.
The indicators of credit risk as the dominant bank risk (due to the traditional nature of banking) additionaly confirm the existence of the previously identified cluster structure from the aspect of the risk exposure in the same manner additionally relating the risk issues for the individual bank clusters. The cluster of small banks risk profile is identified as more exposed to the NPL portfolio relative to the clusters of large end medium banks. 
Weaknesses of the cluster analysis and specific adjustments for mitigation
First, subjectivity is a limiting factor in the cluster analysis, especially regarding the choice of analyzed banks and determining the optimal number of clusters. This issue is partly mitigated by including all commercial banks in the survey except the Macedonian bank for Development Promotion.
Second, the cluster analysis in this paper is intended to be basic analysis of the structure of the banking system in Macedonia, so some aspects were subject to ЕКОНОМИКА abstraction. This study can serve as a basis for future research in the context of the evolution of bank business models in Macedonia to higher levels of market development through innovation and segmentation with focus on the correlation with appropriate risk profiles, targeting the acceleration of the financial development within acceptable levels of risk in banking operations.
Third, for additional clarification and explanation of the results a set of qualitative variables are added to the analysis. The quantitative indicators are sufficient input and adequate bases for a short term forecast analysis. In order to appropriately address the longterm development aspects and perspectives of banks in a strategic analysis, it is considered more beneficial to single out large banks that are part of an international banking group like banks with the lowest risk potential and major development opportunities, and the small local banks as banks with high risk potential and limited development opportunities. The addition of the internationalization aspects derives the conclusion that in small banking markets (as in the case with Macedonia) the internationalization of banks by major international banking groups can be a strong factor for relatively stable growth by increasing the potentials for competitiveness, efficiency, also capacity for reorganization, availability of resources and skills and greater transparency. In the past fifteen-year period of transformation and modernization of the banking system, we have noted examples of tangible results in improving the performance of local banks through the model of entry of foreign investor (foreign bank). It is particularly remarkable case of Komercijalna banka AD Skopje, and there are other examples of this kind (eg. the takeover of the Ohridska Banka AD Skopje by Societe Generale Bank Paris, acquisition of Export and Credit bank by Turkiye Halk bank, as other. Regarding the analysis of the banking activities of the high performance group of banks by business segments we must notify it considers data of the three largest banks as a representative sample of the high performance segment and the banking system as a whole. The general conclusion is that banks in Macedonia are using the comfort of the universal bank business model with reference to the marketing aspects. Some of the banks that are part of a larger international banking group, have implicit constraints in terms of directions (targets) in operations, as determined by the parent bank and significantly pre-determined individual customer segments in their banking activities directly influenced by the business strategies policies and models of the banking group. Local banks in this respect have the discretion to direct their activities in accordance with their internal policies. With small exceptions, we can note about the dominance of the corporate clients segment in the case of bank 1( large local bank).
In the case of the bank 2 and bank 3 similar strategies toward segmentation of the banking activities are prevailing, particularly in the period after the year 2014. It must be borne in mind that they represent part of major international banking groups in the eU. The business model of bank 3 is determined by the continuous domination of the retail banking in total banking activities, which clearly highlights the strategic objectives of the bank in corelation with the strategic goal of streamlining its operations to this retail customer segment. If we observe the basic principles that underpin the strategy of the banking group represented in Macedonia by bank 2 (at the higher and corporate level), we may confirm the strategic decision about the dominance of retail banking, as well as the retail defined focus on certain segments of the bank daughter located in Macedonia in the period after the year 2014. If we make a brief overview of the business model of the banking Group represented in Macedonia by bank 3, it may be noted that it is a universal bank present in the region in the observed period, with clearly defined and targeted customer segments i.e. operational and management policies tailored towards particular market segmentation on exact profitable basis. Regarding the banking segments linkage with the financial result the conclusions are as follows: in the case of bank 1 (the largest local bank), the corporate clients segment realizes greater profitability relative to the retail banking segment. At the contrary the client segment retail banking realizes continuous loss. One of the reasons for this result is the high amount of deposits in this segment, as a generator of large amounts of interest expenses. The remaining two large banks (part of international banking group) are performing with substantial retail focus, but both segments work continuously on a profitable basis, with the retail banking segment autperforming the commercial banking segment. Consequently we conclude towards the dominance of retail banking strategy as a leading bank business model with higher level of profitability especially a case when it comes to international banks.
Furthermore the analysis could be extended by inclusion of additional qualitative indicators (country risk, type of listing, bank size -systemic importance) in the context of higher level of distinction and determination of optimal clusters.
conclusion
The final result is in favor of identification of two major bank clusters: big banks that are part of an international banking group as a high performance bank cluster and lower risk profile banks; on the opposite side of the risk matrix pattern is the small local bank business model. The further identification of the low performance and vulnerable business bank models is particularly important starting point for addressing the specific issues and timely taken relevant actions and measures such as: development and implementation of financial programs for increasing the cost efficiency measures and improving the efficiency in the allocation of capital, reducing risk exposures and adequate policy adjustment of prices in terms of risk exposure, as well as market related activities in order to improve the market position through mergers, acquisitions, financial innovations especially in the case of low performance banking institutions in the financial development perspective. 
